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GROWTH OR STAGNATION?

Anthony M. Joseph
Manager, San Francisco Office
Presented before the Second
Annual Retail Management
Symposium, Paradise Island,
Bahamas-April 1974

When The Wall Street Journal reports that the last quarter's sales of a national
retail chain rose by 10 or 12 percent (or whatever), it is focusing on what is,
perhaps, the single most important aspect of the company's existence, next to
its profitability: its growth. To most of us—whether as executives, counsellors
or investors—the growth pattern of a company is the best barometer of its
health and the best indicator of its ability to survive and prosper in the
future.
John Henry Cardinal Newman said that growth is the only evidence of life,
and to a large degree the two terms, growth and life, are synonymous—at least
in the minds of business leaders, financial analysts and the investing public.
True, growth has had its detractors in the past, continues to have them
now and doubtless will have them in the future. Not everyone sees growth
and expansion as the single most important goal of corporate existence.
Indeed, to many, growth—or more precisely, great growth—represents a
sinister evil, a menace that can stifle and eventually extinguish competition,
thereby destroying the very process that gives the business entity life. In his
book The American Condition, Richard Goodwin probes this point to great
effect. He questions the desirability of the situation we have today that has
been brought about as a consequence of the furious growth of the postwar
years. While he concedes that a huge economy will inevitably give rise to
some giant institutions, he argues that "the extent of consolidation
exorbitantly exceeds these needs." He continues: "No reasons of abstract
economic efficiency dictate that the needs and demands of an expanding
national market can be met most productively by three automobile
companies, one computer company [and] a single telephone corporation."
Although the critics of growth raise some very valid points, we should
recognize that their argument is not with growth per se, but rather with
excessive growth and with the power that inevitably accompanies great
concentrations of wealth. The imposition of limits to excessive growth is a
cause that was championed by the great trustbusters of Teddy Roosevelt's
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day, and while the antagonism toward vast corporate empires may have
subsided somewhat in the intervening years, it is still there, and in good
measure. This is evidenced by the high level of antitrust activity we have
witnessed in recent times, not only on the part of the regulatory agencies but
also on that of private companies. Interestingly, the latter's antitrust suits in
the past two years have outnumbered those of the government by the
astonishing ratio of twenty to one.
In this discussion, then, let us concede that, taken to excess, growth can be
damaging, not only to the economy but to the very fabric of our society. At
the same time, let us also recognize that as long as growth is contained within
reasonable boundaries—in other words, is not excessive—it should not be
harmful. On the contrary, it should be very beneficial. Indeed, to a large
degree it may spell the difference between survival and failure.
GROWTH AND ITS MEASUREMENT
Arriving home not long ago after a two- or three-week out-of-town
assignment, I was struck by the fact that my two-year-old son had really
grown during my absence, not only in height and weight but in his knowledge
and capabilities, too. In a general sense, then, the term growth may indicate
an increase in either physical size, or development and maturity, or both.
When we speak of a company's growth, we are usually referring to an
increase in physical size rather than in its maturity, even though companies
do go through a maturing process. While the present discussion centers on
physical growth, it also touches on the other type.
In pursuing their goals of increased sales and earnings, many companies
overlook the need for growth in maturity. A number of retail companies have
added store after store without ever paying much attention to the suitability
of their organization structures, policies, practices and systems at the new
level of activity. When growth outstrips an organization's administrative
capabilities, it is usually just a matter of time before problems start to
surface. The simple fact is that a multistore operation cannot be run as if it
still consisted of a major downtown store, perhaps with one or two suburban
branches.
When investors or financial analysts speak of a retail company's growth,
they are probably referring to an increase in sales and/or earnings, these being
the most common yardsticks. They are not, of course, the only yardsticks.
Viewed from within the company, growth may be thought of in terms of:
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Number of stores
Square feet of selling space
Number of charge accounts or aggregate value of receivable balances
Number of catalogs distributed or orders processed (mail-order concerns)
• Number of Stores. The number of stores would probably be seized upon as
the best all-round indicator of size and growth, though it has its shortcomings. For example, in the sixties one national retail chain's expansion
program resulted at times in more stores being closed during a particular
period than were opened, which might have suggested a decline rather than
growth, though such was not the case. Mostly it was a simple matter of
several small stores in deteriorating central business districts being replaced by
fewer (but larger) new stores in prestigious regional shopping centers.
• Sales Volume. If the number of stores is unsuitable as an all-purpose
indicator of size, the others on the above list are no better. This brings us
back to sales volume and earnings. Growth in earnings is usually (admittedly
not always) a direct outcome of growth in sales and so is generally the
dependent variable. Reluctantly, then, we must conclude that, for the
retailer, sales increases provide the best all-round indicator of growth. Why
reluctantly? Sales dollars are not fully reliable either, because of the effect of
inflation. These days an apparent increase in sales may prove illusory once the
dollars are broken down into units. Even so, despite this limitation, dollar
sales volume is probably the best we can do and, on that basis, is the
yardstick selected for purposes of this discussion.
CLIMATE FOR GROWTH
A retail company's ability to grow hinges on a variety of factors. Some of
these are, relatively speaking, controllable from within, while others are much
less so. Limitations on growth stemming from antitrust regulations provide an
example of a growth factor that cannot be controlled by the individual
retailer. The ability to secure adequate financing is more controllable, but less
so than in the past because of today's tight money market.
Taken together, the externally controlled factors form a composite that
we may refer to as the climate for growth. As the term suggests, the climate
for growth is not stable. Like the weather, it is constantly changing.
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How conducive to growth is today's climate? Not very. As mentioned
above, government and civil antitrust activity has been relatively intensive in
recent times. While this is unlikely to affect the typical independent store,
some of the other elements of our so-called climate are having a very limiting
effect on the growth of such enterprises.
•

The Economy. The most important element in the climate for growth is, of
course, the general condition of the economy and the future outlook. At
present it is a little difficult for those of us who are not economists to discern
precisely what the current condition of the economy is, and distinctly more
difficult to predict what it will be six months or a year hence. A comparison
of published economic forecasts shows that there is remarkably little
agreement among the experts. (Perhaps we should not be surprised: George
Bernard Shaw said that if all the economists were laid end to end they still
would not reach a conclusion.) A t the same time there is a consensus that
inflation will continue to spiral and that interest rates will remain high. These
factors, coupled with the present economic slowdown, have probably
dampened the smaller store's enthusiasm for expansion, at least for the time
being. We may be fairly certain that it has not been extinguished.

• Energy Shortage. Even though there may not be a consensus as to the scale
of the energy crisis and who is responsible for it, most of the experts seem to
agree that a crisis really exists and that it is not just a figment of someone's
imagination. If it continues, it could have a very serious impact on retail store
expansion.
• Other Factors. Other important factors that can restrain and in some
instances are restraining retail store growth include:
Shortages of raw materials
Government and civil action for protecting the environment
Consumerism
The capital market
Other legislation (economic controls, minimum wage laws, etc.)
As viewed by the independent store, then, the present climate clearly
militates against expansion at this time, although not necessarily against all
forms of growth, as we shall see.

Growth or Stagnation?

281

PRODUCTIVITY OF EXISTING STORES
Were we to speak of growth solely in terms of additional stores, our
discussion would be somewhat limited, since it is evident that the time is not
ripe for talk of immediate expansion. Viewing growth in terms of increases in
sales and profits, on the other hand, produces some rather more favorable
prospects. Besides addition of new stores, a number of avenues are open to a
department store principal searching for growth opportunities.
A first consideration should be: Are we getting as much out of our existing
stores as we might?
•

Modernization. One way to improve the productivity of existing stores is to
modernize those that have become antiquated. When a new store opens, it
generally reflects the tastes of the period, and its design incorporates the most
advanced features of the day. Consequently, shopping in new stores is usually
an exciting experience. To the average customer the appeal of a new store lies
not only in its appearance and atmosphere but in its merchandise, too. This is
because, in the customer's mind, a new store tends to be associated with fresh
goods. For the store that seeks to project an image of fashion leadership, this
mental association can be very important indeed.
With the passage of time a store's decor will deteriorate and, unless
refurbished in the meantime, will eventually produce a rundown appearance.
During the same period, tastes will alter and new concepts of merchandising
and display will emerge. When new stores cater to the former and adopt the
latter, older stores will be made to look like remnants of a past era. In the
same way that shoppers associate new stores with fresh merchandise, they
often associate the antiquated store with stale and unexciting goods.
The deterioration of a store's appearance is a gradual process that takes
place over a number of years. For this reason, it may well be imperceptible to
management's eye, much as the aging of those with whom one is in frequent
contact is unlikely to be observed from one day to the next. To gain a clear
impression of a store's image, then, it may be necessary to secure the views of
outsiders—that is to say, of people who are not in daily contact with the store
and who can, therefore, view it objectively. These may be business associates,
vendors, consultants or even customers.
Members of the management team should also keep abreast of developments in the industry by making periodic visits to new stores, attending
conventions and exhibitions, and subscribing to trade associations, journals
and related services.
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The condition of each store should be formally reviewed periodically with
a view to detecting and correcting signs of wear and tear before they become
too apparent. From time to time a major remodeling effort will probably be
warranted.
Many store managements are pleasantly surprised by the sales gains
registered as a result of a major face-lifting program. While the primary
emphasis of such programs will quite properly be placed on the salesfloor and
public areas, nonselling areas should not be overlooked. The physical layout
of receiving and marking areas, and the equipment used to receive, inspect
and mark merchandise must be efficient if goods are to be moved to the
salesfloor expeditiously. Steps should be taken to ensure that existing
equipment is in sound working condition and is adequate for peak-volume
periods. The writer was dismayed, on one occasion, to find that Christmas
goods were being held up in the receiving area simply because there were not
enough gondolas to move them to the salesfloor.
•

Allocation of Floor Space. One way to improve the productivity of an
existing store is to adjust the allocation of floor space among selling
departments, or to reposition selling departments so as to benefit from the
flows of various types of customer traffic to adjacent departments, exits,
escalators, etc.
Statistics on sales per square foot provide a ready guide to each
department's productivity and should be carefully monitored. For some
reason, many stores do not compute their departmental sales per square foot,
or it is done once a year only for comparison with published statistics, often
on a total-company basis.

•

Classification Merchandising. Even though floor-space allocations may be
adequate at the department level, allocations within the individual departments may be less than satisfactory.
Stores that record sales and stock only at the department level are at a
disadvantage in not having more detailed information to guide them. For this
reason many stores have adopted classification-level reporting, and others are
moving in this direction. Some stores have made their move to classification
merchandising in conjunction with the acquisition of electronic point-of-sale
terminals. While this type of equipment is not a prerequisite (electromechanical optical font and punched paper tape machines have enabled many
retailers to capture and report sales data by classification for more than ten
years), it helps greatly. However, classification merchandising without benefit
of a computer is unlikely to be workable.
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Inventory Management. Some years ago one of the major computer
manufacturers conducted a survey of retail store customers which disclosed
some disturbing facts about the general effectiveness of department stores'
unit-control methods. According to the study, for every sale lost in a store
through poor salesmanship, twenty-five sales were being lost because of
merchandise-related problems. Furthermore, the survey showed that for every
$100 spent by customers in a typical retail store, $90 more would have been
spent if the customers' merchandise needs had been satisfied. The study
showed that at least half of this loss in sales was attributable to wanted
merchandise being out of stock.
While most retailers readily recognize the consequences of desired items or
styles being out of stock in particular colors or sizes, it is doubtful that many
are aware of the actual extent of the problem.
The findings of the survey suggest that retailers could increase the
productivity of their stores simply by improving their in-stock positions on
desired merchandise. This statement implies one further requirement: If
inventories are to be maintained in balance, the increase in desired
stock-keeping units (SKUs) will have to be offset, at least partially, by a
reduction in slow-selling items.
The management of merchandise inventories is one area where the
electronic computer can be used to great effect. Yet, sometimes it is not
addressed at all by the systems department, presumably on account of its
complexity and the difficulty in securing agreement between buyers as to the
requirements to be met. When computers are applied, it is usual to see
separate systems developed for each of three major classes of merchandise:
• Staple goods, where the computer is used to suggest or even generate
reorders
• Fashion merchandise, where the computer identifies fast and slow
sellers for reorder, transfer, markdown or return-to-vendor action
• Big ticket items (principally furniture and major appliances), where the
computer may be used to control stocks located in a central warehouse or
service building
In many instances stores can improve their inventory performance without
resorting to computers, simply by improving their existing manual methods.
Many stores have no formal program for inventory management, leaving it up
to the individual buyers to decide what records should be kept and at what
level of detail. Considering that merchandise inventories represent a major
share of any retail company's assets, and that the overall return on investment
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hinges, to a large degree, on how well these inventories are managed, this
laissez-faire attitude appears somewhat improper. Stores that have embarked
on improvement programs in this area have not always found the going easy,
although many have reaped rich rewards from their efforts.
•

Services. A further way to build sales in existing stores is by way of the
services offered to customers, in both merchandise and merchandise-related
areas. As the economy of the United States becomes progressively more
service oriented, it seems reasonable to expect that an increasing share of
department store revenues will be derived from services.
Perhaps more important than services that may be sold are those that are a
basic part of the selling process. It has long been the author's belief—and one
that is no doubt shared by others—that most department stores in the United
States could improve their productivity appreciably by making their
salespeople more effective. One cannot but wonder how many sales are lost
each day because of such things as indifference on the part of salespeople and
their not knowing where merchandise is located. This is surely one of the
most severe problems facing the department store industry today.

•

Leased Departments. Any review of store productivity would be incomplete
if it excluded from consideration the productivity of leased departments.
Some stores have obtained sizable sales and profit increases by taking over
concession departments and operating them themselves. It is only fair to state
that the converse has also been true. In some instances stores have found it
far more profitable to have concessionaires operate certain specialty
departments that they previously operated themselves.

•

Charge Accounts. Most people would probably concur with the oft-quoted
maxim that a charge account customer is a loyal customer, and there is no
need to stress how much of a sales builder a sound charge account solicitation
program can be. External programs such as telephone solicitations may be
supplemented by internal credit-promotion programs at a relatively low cost.
An aggressive internal program might involve:
•

Prominently positioned in-store signs listing available credit plans

•

Placing account application forms at the point of sale

• Rewarding salespeople for each new account opened as a consequence
of their solicitations
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• Making contributions to charitable organizations whose volunteers
assist the company in recruiting new account holders
• Reactivating closed accounts by means of overprints on zero-balance
statements, direct mail pieces, giveaways, etc.
Some stores promote credit quite aggressively on active accounts by
printing customers' open-to-buy amounts (established line of credit minus
current balance) on monthly statements. Before adopting such a program it is
usually necessary to verify that existing lines of credit are realistic and to
make adjustments where necessary. Many stores shy away from this type of
activity which they find inconsistent with their intended image.
GROWTH THROUGH EXPANSION
In the preceding discussion we have shown that sales can be increased by
making existing stores more productive. At a certain point, however, a store's
productivity reaches an optimal level, and further growth becomes a matter
of expansion.
•

Expanding Existing Stores. One way to expand is by adding space to
existing stores. This may be achieved by taking over adjoining premises or by
extending buildings vertically or horizontally. It is not uncommon to find
that provision was made in the original plans for the addition of one or more
floors to an existing building.

•

Adding New Stores. If it is not practical to add to existing property, or if
further expansion of existing stores is not likely to yield an adequate return
on the investment required, consideration should be given to expansion
through additional stores. These may be built by the company, purchased
outright or taken over at the expiry of the current lease; or they may be
acquired on a going-concern basis.
When contemplating taking over another store's premises, the reasons for
the former occupant's departure should be carefully explored. It is one thing
if it was occasioned by a need for additional space, but quite another if it
resulted from a business failure.
A question often debated by retailers contemplating a move is whether
they can reasonably expect to be successful at a location where their
predecessor has failed. Of course much depends on the cause of the failure. If
it was attributable in large measure to the location itself, the danger signs are
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all too apparent. Sometimes an earlier failure will lead to more favorable
terms being offered in any new lease so as to make the proposition more
attractive to prospective lessors, and this must receive consideration when
deciding whether or not to go ahead.
Site Location. Of all the many important decisions that must be made in
connection with the opening of a branch store, none is more critical than that
concerning where the store is to be located. A good location can make up for
a number of other deficiencies, whereas a poor location will be a handicap
regardless.
Site selection is far too complex a subject for discussion here in any but
the broadest terms. In essence, the selection of a new site involves three basic
decisions: (1) which city or township, (2) which area within that city, (3)
which site within that area? Many retail companies do very little in the way
of comprehensive location research when they select new sites, limiting
themselves to choosing from among various possibilities brought to their
attention by developers.
The important factors involved in site-location decisions vary with the
type of store involved. The success of an anchor store for a new shopping
center will depend to a great extent on the demographic characteristics of the
surrounding communities from which it will draw its trade. Parasite stores, on
the other hand, are more directly influenced by the composition of the
center, since the anchor stores will generate the bulk of the traffic.
Regardless of the type of store, the principal considerations in site
selection remain essentially the same. For a shopping center these are:
Present demographic characteristics and trends of the communities to be
served
Access to the center, freeways, transportation, parking and pedestrian
traffic
Advertising media coverage
Proximity to required services, labor market and the like
Competition from existing centers, central business districts and elsewhere
Even the best of shopping-center locations will be worthless unless it can
be occupied on favorable terms. Assuming that the premises are to be leased,
as is generally the case, the negotiation of new leases is a highly important
function.
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Layouts. The layout of a new store should be planned in painstaking detail,
since the eventual design will greatly influence both productivity and
profitability. Once the layout is fairly well firmed, the prospective store
manager, or someone else with the appropriate experience, should be released
from all other duties and permitted to devote all or a substantial portion of
his time to the coordination of the project.
Some of the more important matters requiring attention include:
• Space allocations and positioning of selling departments, fitting rooms,
workrooms, receiving and stock areas, training rooms, restaurants,
kitchens, offices, elevators, etc.
• Exterior design features including landscaping, signs, display windows,
public and employee entrances, etc.
•
Interior decor and equipment, including floor coverings, lighting,
climate control, furnishings, display fixtures, music, directional signs, etc.
Merchandise Plan and Project Control. Once space allocations have been
settled and fixtures have been specified, it is time to turn attention to
merchandise needs. These should be planned in detail, and orders should be
placed well in advance of the planned opening date.
A project as complex as a new-store opening requires careful control if it is
to be completed on schedule and within the budget.
• Acquiring a Going Concern. In some circumstances it will pay to acquire an
existing store on a going-concern basis, particularly when expanding into a
new city. Before this strategy is adopted, careful consideration should be
given to the accounting and tax consequences.
Just as it is important to know why a former occupant elected to vacate
premises under consideration, it is equally important to know why an
established store is willing to sell out or merge. It may be that the present
owner is due to retire and has no family to carry on. Or it may be that the
store is unprofitable and the present owners want to be rid of it.
The fact that a store has been unprofitable in the past does not necessarily
mean that it cannot be operated profitably in the future. With no evidence of
other problems, a record of poor earnings alone should not deter a
prospective buyer from exploring further. At the same time, it would be
foolish to suppose that an unprofitable store can be made profitable simply
through a change in ownership. Some more radical changes are usually
necessary.
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Advantages. Some of the more important advantages to be gained by
acquiring an existing store are as follows:
In view of the sharp rise in building costs in recent years, it may cost
significantly less to acquire a store than to build one.
A clientele has already been established.
Fixtures are already in place and merchandise is on hand.
A cadre of management personnel is usually available.
Systems are operational.
Personnel are already trained.
Competition is not affected.
Valuation. When the acquisition of an established business is contemplated,
the final decision should rest on whether the investment required will yield a
satisfactory return.
Working with his accountants, the prospective buyer should analyze the
store's financial statements carefully and compare the key merchandising
ratios with those of his existing stores and with industry averages such as
those published each year by the National Retail Merchants Association. A
similar comparison of operating expenses should also be made with a view to
determining where opportunities for improvements may lie. Sometimes it
pays to restate the financial statements as if the store had been under the
prospective buyer's ownership during the period under review. This should
show some savings under the administrative expenses headings due to the
elimination of duplication in such areas as accounting, data processing and
credit. Special attention should be paid to the former proprietors' salaries,
which may not have been fully realistic in comparison with the cost of having
the same general management functions performed by others.
Goodwill. Generally speaking, when a business is acquired as a going concern
the assets are taken over at their current value. Any amount paid over and
above the aggregate value of the assets (merchandise inventories, accounts
receivable, fixtures and equipment, and the like) is termed "goodwill." In
effect, goodwill stands for all of the intangible benefits attached to the
takeover of an established store.
Before agreeing to pay any amount for goodwill, the prospective buyer
should satisfy himself that the projected return on total investment justifies
paying the additional sum. One way to test this is to compare the return on
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investment after amortizing the goodwill with the return that might have
been expected had a new store been built. In other words, the excess profits
should be approximately equal to the annual charge for the amortization of
goodwill.
Merchandise Inventory. If the existing inventory is to be acquired at this
time, as is often the case, its value should be appraised realistically in terms of
its quality, freshness and appeal to customers. In addition to any visual
inspection, it usually pays to review the store's methods for season coding
stock and for identifying and marking down slow-moving items. If none exist
there is a risk of some merchandise being overpriced. One company spent
almost two years in working out of its stock the slow-moving merchandise it
acquired as a consequence of an inadequate appraisal at the time of purchase.
Accounts Receivable. If the old store's accounts receivable are to be taken
over, their value should also be carefully verified. In particular, the adequacy
of the bad-debt reserve should be tested by reference to the aged trial balance
and to industry statistics. As in other areas, it will be helpful to have a
complete understanding of the former store's credit policies and practices.

PLANNING FUTURE GROWTH
Growth is not achieved by chance; it is usually the product of skillfully
executed strategies backed up by the most careful planning. Planning is
essential if growth is to take place on a structured basis. Unfortunately,
smaller retail companies do not always devote as much effort to this
important function as it merits. More often than not planning is regarded as
one of the store principal's private preserves and therefore not to be
encroached upon by other members of management. This is a mistake. By
communicating plans and objectives to all levels of management, the store
principal is saying, in effect, "These are our goals. Let's be sure they are
understood." There is an important side benefit to this approach: it promotes
a team spirit and makes everyone feel that he or she is involved. Getting
everyone committed to the plan should be a primary objective.
Smaller retail companies are not alone in their failure to formulate
long-term plans. Large companies are also sometimes remiss in this area. When
a large retail company allows growth to occur haphazardly, the eventual
catastrophe can assume gigantic proportions. Although a smaller store's
failure in similar circumstances will be less spectacular, the end result will be
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the same. We may conclude, then, that unstructured growth is potentially as
dangerous as no growth at all.
•

The Long-Term Plan. Five steps are involved in the preparation of a
long-term plan:
1. Make assumptions about the environment in which the store will
operate during the period of the plan.
2. Define objectives in terms of sales volume, earnings, number of stores,
share of the market, etc.
3.

Develop strategy to attain objectives.

4. Formulate the plan.
5. Assign responsibilities.
•

Growth Factors. In constructing the long-term plan, any assumptions
concerning noncontrollable factors, such as population growth and new
legislation, should be documented at the outset. These assumptions will
provide a backdrop for the eventual plan.
No assumptions need be made with respect to the controllable factors, of
course, since they are by definition under management's command. What are
these controllable factors? Those generally recognized include:
Financing
Managerial talent
Organization

Information systems
Controls

Financing. This topic has been covered very thoroughly by an earlier
speaker. Even so, it is appropriate to reemphasize here the importance of a
sound cash-forecasting system. A banker would look askance at a loan request
that was not supported by a detailed projection of cash flows. Yet, some
retailers do go to their banks with very sketchy information indeed.
From the financial man's viewpoint, cash forecasting is a tedious business
that becomes increasingly tiresome each time one of the underlying
assumptions, such as the future rate of bank interest, is altered. Reworking a
total cash-flow projection may take hours and even days. Fortunately, much
of the tedious work in preparing cash forecasts can now be avoided through
use of the computer. Some accounting firms, banks and others offer services
whereby cash projections can be made on a time-sharing terminal linked by
telephone lines to a central computer network. Not only does this shorten the

Growth or Stagnation?

291

lead time for preparing the original projections, but it also allows revisions to
be made almost instantly. This can be very beneficial when management
wants to test the effects of alternative strategies or of changes in basic
assumptions to answer "what i f questions. The Haskins & Sells FORECAST
financial modeling system has proved useful to a number of retailers in this
respect.
Managerial Talent. The growth of many family businesses is held in check by
a single factor: not enough members of the family to fill the key management
positions that expansion would generate. A number of retail companies have
as many stores as there are brothers, or cousins or whatever to manage them.
In this era of decreasing family size, the growth outlook for some of these
companies is less than promising.
Sooner or later most family businesses bring in outsiders to fill
management positions. In time, even the chief executive's position may pass
to someone outside the family. Probably no change is more difficult to
accomplish in the lifespan of a family business than that which sees the chain
of succession broken and the reins pass into the hands of outside professional
management. Getting over this hurdle is very important because it considerably broadens the field from which future managers may be selected.
Even though a company may greatly expand its size, it should still be able
to fill from within many of the resulting new management positions. To do
this effectively, top management should develop a separate manpower plan.
This would include:
Identifying positions that will open up because of expansion, promotions,
retirements, etc.
Evaluating all existing managers and supervisors
Charting a course of development for each manager
Recruiting from the outside when necessary
Until quite recently it was traditional for retailers to hire from the outside
only to fill the lowest grade jobs and then to promote entirely from within.
Although there are any number of legends of the stock boy who rose to be
president under this system, we hear little about those who became
discouraged after a time and left for the greener pastures offered by more
progressive industries. Today, the more forward-looking retailers recruit
college graduates and develop them for future management positions by
exposing them to all facets of the business within a specified timeframe.
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Nothing precludes small stores from developing similar programs, although
few appear to do so.
The evaluation process for existing managers and supervisors should take
into consideration the effects of planned growth. Some managers may
function well in a company that consists of one or two stores, but may
become overextended when further stores are added. It pays to anticipate this
type of problem well in advance for the sake of both the individual and the
company.
Organization. The addition of a new store can have a very appreciable
impact on the existing organization, whether it is the first branch, the fifth or
the fiftieth. When a new store is put on the drawing board, management
should assess the capability of the existing organization to absorb the new
entity. This is not to suggest that the organization structure will have to be
modified with each addition. Generally, a given arrangement will be suitable
for a range of stores, say, from one to five, six to ten, eleven to twenty and so
on.
At some point in the growth cycle of an expanding department-store
company, the organization must undergo a very radical transformation,
following which it emerges for the first time as a multistore operation. This
may happen at the time the first branch store is opened or later. Some stores
have found it convenient and practical to treat their first, and even their
second and third branches as extensions of their downtown flagship store,
thereby deferring the transformation, at least for the time being. Even so, at
some point it becomes impractical to continue to operate in this way, and
extensive changes become necessary. Failure to recognize and respond to this
need can greatly hamper future growth. In any number of instances retail
companies have faltered, and sometimes even failed, because management
would not face up to the fact that the expanded scope of the business made it
impractical for them to continue to retain the decision-making function as
their exclusive prerogative.
Of all the organization changes that a conventional department or
specialty store must make, the separation of merchandising from store
operations is surely the most troublesome. Yet, sooner or later the two
functions must be established as individual entities. Before reorganizing,
management should (1) strengthen the store-operation function and (2)
define the functions and responsibilities of the two groups. It is particularly
important to spell out clearly where responsibilities lie for the planning and
attainment of sales and gross-margin objectives.
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Information Systems. The effect of growth on administrative, accounting
and merchandising systems merits thoughtful attention. At some stage
manual systems must give way to computerized applications, and outmoded
methods must be discarded in favor of more scientific approaches. The
application of computers to retailing is beyond the scope of this discussion,
but it may be said that computers are no longer the playthings of the past. In
today's world they are almost essential. We can foresee a time when the
application of computers to merchandising problems will spell the difference
between success and failure for all but the smallest stores.
Controls. During periods of growth the need for adequate controls is often
overlooked until, one day, a company finds itself confronted by a severe
problem such as an embezzlement or a drastic increase in stock shortages. It
goes without saying that such situations should be avoided. The company's
auditors should conduct an exhaustive review of internal controls at periodic
intervals. They can alert management to weaknesses that might otherwise go
undetected until a fraud brings them to light.
Other Considerations. Some of the other important matters to be considered
in connection with the long-range plan are:
•

Effect of geographically remote stores on distribution arrangements

• Effect of increases in number of shipments received and volume of
merchandise handled on receiving, marking and distribution facilities
• Adjusting remuneration of key personnel to reflect increased responsibilities

WHY FAILURES OCCUR
• Adequacy of Planning. The shakeout that has taken place in mass
merchandising in recent times prompts this question: Why is it that some
companies flourish while others succumb? Although statistics are hard to
come by, inadequate strategic and financial planning would seem to be a
principal cause of failure. On one occasion consultants were called in to
determine why the recently established discount-store division of a conventional retailer was turning in such a disappointing performance in a period
when the mass-merchandising industry was otherwise enjoying explosive
growth. After an exhaustive review of the problem, the division's difficulties
were ascribed to the following causes:
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• The company had not researched in depth (and therefore did not fully
comprehend) the mass-retailing industry.
• The division had failed to project a clear image of itself as a discounter.
This failure may have been attributable, in part, to the fact that the
management was drawn from the principal department-store division.
• The stores that had been purchased to form a nucleus for the new
division were poorly located, and much of the merchandise acquired with
them was unsalable. This was particularly true in the women's ready-towear departments where seasonality is of paramount importance. As a
consequence, very substantial markdowns had to be taken.
• The discount stores were merchandised by the department store
division's buyers rather than by specialists in mass merchandising.
• Initially there were no discount division buyers; the department store
buyers bought for both divisions.
•

Systems were unwieldy and ill suited to mass retailing.

• Accounting controls were hastily assembled and therefore inadequate.
The use of conventional cash registers at checkout stations precluded
meaningful sales analyses. Dollar stocks were not accounted for at the
store level, which made it very difficult to pinpoint the cause of the
division's excessive inventory shortages. Inadequate controls over store
cashier transactions led to a substantial fraud.
The management team of the company in question was not composed of
neophytes in retailing. They had many years of sound experience under their
respective belts. In retrospect their failure was almost entirely attributable to
inadequate planning, to their desire to capitalize on a situation immediately
rather than to take a more thoughtful approach. They would have done well
to heed the wisdom of George Henry Lewes, who said, "Oaks that flourish
for a thousand years do not spring up into beauty like a reed."
When planning for expansion it is essential to recognize the risks involved
in alternative courses of action. No one can predict with certainty how a
particular course of action will work out; but it is feasible in most instances
to hypothesize as to what the possible outcomes might be and to assign
probabilities to each. The potential adverse consequences of each move
should be carefully weighed before a plan receives management's approval.
•

Established Retailers. Retail companies that are set up on a firm foundation
need not fear the type of problem described above. For the established
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retailer, problems are more likely to be encountered on a store-by-store basis.
Although it is difficult to generalize, the types of problem faced by the
established retailer fall into three categories:
Failure to modernize older stores
Expansion beyond capabilities of existing organization, personnel or
systems
Failure of a new store
Thus far we have addressed only the first two problems, and it is
appropriate to look briefly at the third. Once again, statistics are hard to
come by. In the author's estimation, however, new stores fail for any
combination of the following reasons:
Poor location
Overstoring in the trade area served
Excessive distance between store and headquarters
Failure to secure the benefits brought by clustering

GROWTH OR STAGNATION?
Considering the potential hazards inherent in an expansion program, it is
hardly surprising that many small retailers cling to the status quo and pass up
their opportunities for growth. Unfortunately, competition is often more
aggressive. Retailers that failed to expand to the suburbs in the postwar years
have often helplessly watched their downtown businesses shrink to a fraction
of their former size. In today's fast-paced world stagnation is often the
prelude to extinction.
It seems, then, that the smaller retailer is between the proverbial rock and
hard place with respect to expansion. Certainly in today's tight money
situation and "stagflation" economy the prospects for growth are not too
bright. But times will change, and the economy will recover; and when it
does, it will pay to have plans ready as to location of new stores; organization
for the new level of activity; and the hiring, promotion or termination of
personnel.
A final thought: Even the most gigantic of today's retailing chains had
humble origins. A l l that it took to bring them to their present greatness were
people with vision, financial backing and, most important of all, a great deal
of courage.
•

